March 18, 2004

Mr. Ross Chittenden, Acting Program Manager
Department of Transportation

Governor’s Traffic Congestion Relief Program
1120 N Street Room 1115

P.O. Box 942873 MS 49 .

Sacramento, California 94273-0001

Re: Revised North Coast Railroad Authority Quarterly Financial Report for the 2nd
Quarter Of Fiscal Year 03/04

Dear Mr. Chittenden,

Enclosed is NCRA’s Quarterly Financial Report for the 2™ Quarter of Fiscal Year 03/04.
The Report discusses the material changes since our last quarterly financial report for the
first quarter 03/04 and it consists of a written narrative, a variance table, and Schedules A
and B for both Operating and No Rail Service scenarios.

In addition to the Financial Reports, you will also find our “Operational Plan, South End
— Lombard to Willits.”

Should you have questions or require additional information concerning our quarterly
report or our reopening plan, please call me at your earliest convenience.

Sincerely,

Mitch Stogner
Executive Director

Cc: Robert Chung, CTC
Cheryl Willis, Caltrans
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NORTH COAST RAILROAD AUTHORITY

Quarterly Financial Report to the CTC
Second Quarter of FY 03/04

Introduction

The North Coast Railroad Authority (NCRA) is required to submit a financial status update,
including outstanding debts and repayment strategies, on a quarterly basis to the California
Transportation Commission. This report is required to list the cash balance forward, annual
revenues and expenditures, long term debt, and a ten (10) year projection. The financial schedules
presented in this current report have been revised to reflect the current cost information reported
by Sonoma County accounting staff and verified by the NCRA. Only those variances in revenue
and expenses are explained in detail. Financial schedules have been provided for the “With Rail
Service” and “No Rail Service” scenarios.

Revenue

Traditionally, the majority of NCRA’s annual reoccurring revenues are from property (lease
revenue, encroachment applications, etc), signal crossing maintenance funds and interest earned
on cash balances. A major annual revenue source, upon which the funding of future agency
expenses is dependent, are the lease payments paid to the Agency from the daily operation of
freight trains. As a result of the cessation of operations in September 2001, no revenue has been
received from the operator. Non-reoccurring opportunities (non-property) generating revenues are
the sale of assets, reimbursement from past funding sources and other miscellaneous
opportunities that may be available to the Agency. When the railroad resumes operation,
approximately $260,000 of unrestricted FEMA/OES retention funds will be provided to the
Agency. Interest from an escrow account that was established at the time of the purchase of the
Willits to Healdsburg segment from the Southern Pacific will be disbursed to the Agency on an
annual basis until Southern Pacific completes the required environmental remediation at specific

sites. The escrow account is referred to as the UP Escrow since Union Pacific acquired Southern
Pacific.

The major revenue variance reported this quarter is found in the Balance Forward 04-05 and the
years following throughout the schedule. A data entry and cell formulation error by interim
management personnel caused the balance forward to be inaccurate in the last two quarterly
reports. The formulas have been corrected and the report that follows is updated to reflect those
changes. The other variance in revenue is the Rail Operation Lease Payments. The last report to
the CTC stated the NCRA would collect $20,000 in lease payments from the Operator with

resumption of rail service at the end of FY 03-04. We now anticipate a resumption of rail service
towards the beginning of FY 04-05.

Expenses

The first expense variance to report is in regards to Emergency Repairs. Previously “Emergency
Repairs” was listed as a line item outside of the Agency Budget, but in October the board adopted
the final budget, which included contingency funding for emergencies. Secondly, in the last
report to the CTC the “Agency Budget” figure was based on the draft NCRA Budget 03-04. Since
then a final NCRA budget was approved and the expenditures were reduced.

Long Term Debt




As mentioned above under “Revenue” the FEMA/OES Retention Funds are not anticipated until
the resumption of rail service. The NCRA Board has already obligated these funds to satisfy
potential judgments. The major variance reported this quarter is the shifting of payment on these
potential judgments to 04-05, instead of 03-04.

In addition, Caltrans management must approve a proposed repayment strategy for the Prop 116
audit exception. Staff submitted a formal proposal to Caltrans on November 5%, 2003 for their
consideration that would spread the debt out over several years, but nothing has been finalized as

of this writing. Currently the entire debt is listed under Long Term Debt in 2004-2005 in one
lump sum.

All though this report is “as of 12-31-03” it is important to note that in January of 2004 the Board
approved an NWPRA Dissolution Agreement in which all debt was forgiven. This includes
$100,000, and $41,000 listed under Long Term Debt in 03-04 and 04-05 respectively. There is
also an NWPRA line item under the schedule “Contingent Liabilities” of $16,000, which was
included in the dissolution agreement for forgiveness as well. All of these changes will be
included on the next report to the CTC for the quarter ending March 31, 2004.

Contingent Liabilities

Of the listed contingent liabilities, only one claim is near settlement as advised by legal counsel in
closed session, and that is the Boyle Engineering claim. An offer of settlement has been tendered
for this claim. As previously reported, two additional liabilities were disclosed in the 01/02 Single
year audit relating to the Environmental Consent Decree. These new liabilities total $113,319 for
Fish and Game and $50,000 for the Department of Toxic Substance Control and they are under

discussion with respective Consent Decree parties and have not been factored into the long-term
debt.




NCRA Variance Report

Second Quarter of FY 03/04

September 30,2003 vs. December 30, 2003

REVENUE

9/30/03  12/30/03  Variance
Balance Forward 03-04  $258.491 $254.724 ($3.767)
Balance Forward 04-05  $279,945 $263,551 ($16,394)
FEMA/OES Retention ~ $259,769 $0 ($259.769)
03-04
Rail Operations $20.000 $0 ($20,000)
EXPENSE
Emergency Repairs $50,000 $0 $50,000
Combined $661,000 $653,627 $7.373
Agency Budget
LONG TERM DEBT
Satisfy $259,769 $0 $259.769
Potential
Judgments

Explanation

Data entry error

Cell formulation error resulting in
an inaccurate balance forwarding
year to year.

Not expected to receive until the
resumption of rail service, and that
is not expected now until 04-05.

Rail Operations now not expected
until beginning of FY 04-05. The
last report to the CTC reflected a
resumption of rail by the end of
FY 03-04.

Included in final budget adopted
in October, 2003.

The “final” NCRA budget was
adopted in October 2003. The
previous reports to the CTC listed
higher agency expenditures

taken from the “draft” NCRA
budget.

With the resumption of rail ser-
vice expected in 04-05, instead of
03-04 as was previously reported,
FEMA Retention money moves
into the 04-05 column. This un-
restricted cash has been obligated
to satisfy potential judgments
which is now scheduled to be paid
in 04-05 instead of 03-04 as was
listed in the last report to the CTC.
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North Coast Railroad Authority - UPDATE

Operational Plan

South End - Lombard to Willits (Milepost 1 — 142)

Humboldt County Supervisor John Woolley — Chair, NCRA
Mitch Stogner — Executive Director, NCRA
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Operational Plan

Summary

*The immediate goal of the NCRA is to restore freight service in 2004 from the national rail
interchange in Lombard to Willits (milepost 1 - 142)

*There is a market for inbound freight up and down this line and for outbound lumber and
aggregate materials, from Mendocino County.

*Additional markets exist for outbound lumber trucked from Humboldt County to a rail transload
Sacility in Willits.

April, 2004 3of14
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Operational Plan

Funding Opportunity

*With the suspension of TCRP funding and the potential loss of $8.3 million in FEMA disaster
assistance funding, in May 2003 the NCRA Board unanimously agreed to seek FEMA/OES approval
to redirect the FEMA funds to the South End (Lombard to Willits).

*Known as the FEMA Alternate Project, FEMA/OES has conditionally approved approximately 37.9
million for the South End to be awarded in February.
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Operational Plan

Uses of FEMA Alternate Project Funds

*The FEMA/OES grant will be sufficient to bring the South End into conformity with FRA
Class 2 standards (25 mph for freight).

*The approximately $7.9 million in funding will be used to purchase equipment and repair
track, bridges, and crossing signals.

*All of this work will take place within the existing railroad right-of-way.

April, 2004 5of 14

CTC Presentation April 2004

Operational Plan

Environmental Clearance

*FEMA / OES has outlined an environmental clearance process consisting of the
following steps...

1- FEMA/OES finalizes a Programmatic (generic) Environmental Assessment in December, and
initiates a 20 day public comment period.

2- After addressing comments, FEMA/OES awards grant and NCRA begins development of a detailed
scope of work.

3- FEMA/QES reviews project scope and approves categorical exclusions, if warranted, based on the
work to be undertaken on specific sections of track.
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Operational Plan

FEMA Alternate Project Construction Schedule

2003 - Late February
Award of Alternate Project Grant

2004 - March
Detailed scope of work finalized

+2004 - April

Purchase of equipment; begin work on track, bridges and signals

*2004 - August

Freight service from Lombard to Willits resumes

April, 2004 7 of 14
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Operational Plan

Business Plan

*Existing and emerging markets on the South End can sustain profitable stand-alone railroad
operations.

*Prior to suspension of service, there were 31 freight customers (both shippers and receivers) from
Willits, South. Of those, 3 businesses have departed and 4 others have declined to ship or receive
freight in the future, leaving a start up base of 24.

*However, 18 potential new customers have been identified bringing the total projected customer base
on the South End to 42.

Continued...

April, 2004 8of 14

NCRA Update to the CTC - 1/23/03




CTC Presentation April 2004

Operational Plan

Business Plan (Continued)

*The reinstitution of freight service by Sierra Railroad on the California Western Railroad

(CWR), Fort Bragg to Willits, would produce two other potential freight opportunities for
the South End...

*Shipment of logs

Logs would be picked up in the Fort Bragg area and delivered across the CWR
to NCRA track in Willits and then delivered to either Cloverdale or the UP via
the national rail interchange in Lombard.

*Shipment of sand

Sand would be picked up in the Fort Bragg area and delivered across the
CWR to NCRA track in Willits and then delivered to Sonoma and Napa
county destinations.

Continued...
April, 2004 ‘ P g of 14
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Operational Plan

Business Plan (Continued)

*South-End freight traffic will benefit through the movement of aggregates including the
planned opening of an aggregates distribution center south of Santa Rosa.

*The highway-rail transload terminal in Willits will serve Humboldt and Mendocino
County forest-product mills.Finished wood products will be trucked to Willits and then
hauled south over the NCRA track to the national rail interchange in Lombard.
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operation for 12 months.

August, 2004.

April, 2004
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Operational Plan

Business Plan Assumptions

*Recovery of historic traffic levels will take 24 months, with only 65% of the
historic traffic base recovered by the end of the first 12 months of operating. -

* New traffic will not begin to appear until the railroad has been in continuous

*The California Western Railroad (CWR) reorganization is assumed to be
completed in May, 2004 but interchange traffic at Willits will not appear until

11 of 14
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Operational Plan

Sources and Uses of Funds
2004 to 2006

FEMA /OES Grant
$3,877,000
$3,900,000
$123,000
$7,900,000%*

* This will bring track up to FRA Class II
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Operational Plan

Results of Operations
Railroad Operating Measures — Expected Case

2004* 2005 2006

Carloads Handled 925 6,695 14,226
Trains Operated 123 287 1,231
Locomotives in Service 6 9 11
Jobs Provided 20 36 37
* 6 months
April, 2004 13 of 14
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Results of Operations
Income Statement — Expected Case
2004* 2005 2006
Gross Revenues 3443.2 32,91.5 35,989.8
Operating Expenses $863.0 $2,749.8 $4,249.2
Net Operating Income (8419.8) (353.3) $1,710.6
Depreciation $104.7 3147.7 $173.5
Other Exp & Interest $178.4 3316.4 3303.4
Net Pre-tax Income - 3(720.9) (8490.1) $1,228.5
* 6 months
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